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Teleport Communications Group Inc. ("TCG") hereby offers the

following reply to the initial comments filed in the Commission's

Notice of Proposed Rulemaking in the above-captioned proceeding.

In addition to addressing issues raised by others, TCG reiterates

its recommendation that the Commission initiate a "Phase II" of

this proceeding to investigate advanced universal services for

schools, libraries, and rural health care providers. The volume

of the initial comments indicates substantial interest in these

topics, and a Phase II would permit all parties to devote the

proper attention to these complex and important issues.

I. INTRODUCTIQN

The Telecommunications Act of 1996 ("Act") provides specific

parameters for the development of a universal service mechanism:
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explicit support, funded in an equitable and non-discriminatory

manner by all interstate telecommunications carriers, and

available to all eligible carriers. Despite the clarity of these

parameters, a number of parties have used this opportunity to

propose programs or actions that do not meet these requirements.

TCG urges the Commission to maintain its focus on implementing

the intent and letter of the Act, and on providing much-needed

guidance to the states in the development of their own universal

service mechanisms.

II. DISCUSSION

A. Rate Rebalancing and Pricing Flexibility

A number of parties have suggested that universal service

would be enhanced via "rate rebalancing" or "pricing

flexibility.".l This issue does not belong in this proceeding

for two reasons. First, rate rebalancing leads to increased

rates for the monopoly's captive customers and lower rates for

those customers most likely to have a choice of providers.

Raising rates in the name of universal service strikes TCG as

ironic at best and counter-productive at worst, particularly

lSee, e.g., Comments of Southwestern Bell at 3-4, US West
at 3, USTA at 15.
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given that it has not even been determined that rates are below

cost. Similarly, granting pricing flexibility to monopoly local

exchange carriers far in advance of the development of effective

competition would only tighten the monopolist's grip on its

captive customers. Full and effective competition will be the

ultimate guarantor of universal telephone service. Additionally,

nothing in the Act mandates that the Commission's consideration

of universal service must (or should) encompass major rate

changes in local retail rates. Suggestions that the Commission

take up those complex and contentious issues here can only lead

to unnecessary delays and confusion in this proceeding. A

properly structured, competitively-neutral universal service

program like the one envisaged by the Act and proposed by TCG

rather than "rate rebalancing" and "pricing flexibility" -- will

ensure that rates for basic service will remain affordable at

current levels.

B. Carrier Common Line Charges

Some parties suggest that the Carrier Common Line Charge

("CCLC") is an implicit subsidy of basic service and therefore is

inconsistent with the Act. 2 To remedy this perceived

2See , e.g, Comments of USTA at 15, Southwestern Bell at 4,
Ameritech at 21, and BellSouth at 10
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inconsistency, these parties have proposed recovering those costs

from the universal service mechanism or from the subscriber line

charge ("SLC").

These contentions are incorrect. The CCLC, like the SLC, is

simply a means of recovering the costs of that portion of the

local loop allocated to the interstate jurisdiction. 3 Going back

as far as Smith v. Illinois Bell, it has been long recognized

that the local loop supports interstate services and accordingly

a portion of its costs can be properly recovered from an

interstate charge. In that regard, the CCLC and SLC are really

no different than intrastate local exchange charges, in that all

of them are simply tariff mechanisms to recover the costs of

providing local service from the users of those services. The

idea that the Commission should now recover these interstate

costs from the universal service mechanism is far beyond the

intent of the statute, and would unnecessarily increase the

burden on contributors to the fund.

C. Historic Costs

Both Southwestern Bell and US West have proposed that

incumbent local exchange carriers should be allowed to recover

3See Comments of TCG at 10-11.
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the "historic costs" of providing universal service. 4 The

Commission must categorically reject this suggestion. Contrary

to US West's assertion that the emergence of competition

"displaces many historical support mechanisms,"s those states

that have investigated universal service have concluded

otherwise. In Washington, the Utilities and Transportation

Commission found that:

" .. it will be some time before new entrants have any
genuine effect on the revenues of the incumbent LECs ...
Previous experiences with telecommunications competition
have shown that market shares change slowly even when
changing providers is relatively easy for consumers, as is
the case in the long distance services market. Moreover, it
will be difficult for customers to change local exchange
providers in the near future. Most will not even have the
option, because networks take time to construct."6

Southwestern Bell, whose hostility to competition is well known,

goes so far as to suggest that the Act "requires that rates be

adjusted to eliminate this prospective source (undepreciated

4See , e.g., Comments of Southwestern Bell at 23, US West at
4.

SComments of US West at 4.

6WUTC, Fourth Supplemental Order Rejecting Tariff Filings
and Ordering Refiling; Granting Complaints, in Part, Docket No.
UT-941464, Docket No. UT-941465, Docket No. UT-950146, Docket No.
UT-950265 (October 31, 1995).
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investment) of implicit universal service support funding.?

Undepreciated investment recovered via rates from still-captive

customers can hardly be construed as an implicit universal

service subsidy that now warrants recovery from the revenues of

other carriers. TCG encourages the Commission to state clearly

and unequivocally that recovery of prior investment is not an

implicit subsidy covered by the Act and that the LECs' ability to

recover their investment will not be hindered by the development

of competition.

D. "Play-or-PayH and The Act

Competition will ultimately reduce, if not eliminate

entirely, the need for any external universal service support, as

suggested by Southern New England Telephone. s Nevertheless, to

the extent that a unlversal service mechanism is required as

competition develops it must conform to the parameters

established by the Act: explicit support, funded by all

interstate telecommunications providers, and available to all

eligible carriers. The so-called "play-or-pay" scheme that has

?Comments of Southwestern Bell at 23 n. 36.

BComments of Southern New England Telephone at 5.
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been adopted in New York and advocated by NYNEX9 clearly violates

the Act's parameters for a universal service mechanism, as well

as its cost standards for reciprocal compensation10 • TCG

therefore urges the Commission to reject "play-or-pay" and any

other mechanism that links universal service obligations with

rate structures for reciprocal compensation. TCG requests that

the Commission find that "play-or-pay" approaches do not conform

to the requirements of the Act and thus cannot be used for

federal or state universal service purposes.

E. Resale of Basic Service and Universal Service Support

The Commission needs to consider the implications for

universal service, as well as the impact on facilities-based

competition, of the wholesale pricing requirements of the Act,

which mandates that wholesale service be provided at retail rates

less "avoided costs", .11 By definition, universal service

support should be available to those customers for whom the cost

of service exceeds the affordable rate. A discount from that

rate will only increase the difference between the cost and the

9Comments of NYNEX at 15.

lOSec. 252 (d) (2) .

llSec. 252 (d) (3).
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rate. Of far greater importance, however, is which carrier

should receive the support from the universal service mechanism:

the wholesaler or the reseller? Clearly, if the reseller were to

purchase the resold service at cost, then it would be reasonable

for the reseller to collect the support. On the other hand, if

the reseller were to purchase the service at something less than

cost, then the wholesaler should collect the support. If the

reseller were to collect the universal service support even if it

purchased the service at a rate below cost, then the facilities­

based wholesaler would be unable to recover its own costs. TCG

urges the Commission, therefore, to ensure that its rules for

universal service reflect these scenarios. That is, universal

service support should flow to the reseller when the reseller

pays the facilities-based carrier the full cost of the service;

conversely, the facilities-based carrier should receive the

support when it sells the service at less than cost.

III. CONCLUSION

The establishment of an explicit universal service fund,

supported by all interstate carriers, and available to all

eligible carriers, is fundamental to the Act's goals of advancing

universal service in a competitively-neutral manner. Proposals
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that would impose rate increases on captive customers or that

award pricing flexibility to monopolists will only frustrate the

achievement of those goals. Furthermore, the Commission should

issue unequivocal rules that would prohibit the continuation of

implicit subsidies via "play-or-pay" schemes that clearly violate

both the universal service and reciprocal compensation provisions

of the Act. Finally, the resale of basic service requires

special rules to ensure that the carrier that bears the cost of

providing universal service is appropriately compensated from the

universal service fund.

Respectfully submitted,

TELEPORT COMMUNICATIONS GROUP INC.

J Manning Lee
V ce President, Regulatory Affairs
One Teleport Drive
Staten Island, New York 10311
(718) 355-2671
Its Attorney

Gail Garfield Schwartz
Vice President,
Public Policy and Government Affairs

Paul Cain
Director, Government Affairs

May 7, 1996
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U.S. mail, postage prepaid, to the parties listed below:

The Honorable Reed E. Hundt
Chairman
Federal Communications Commission
1919 M Street, N.W. -- Room 814
Washington, D.C. 20554

The Honorable Rachelle B. Chong
Commissioner
Federal Communications Commission
1919 M Street, N.W. -- Room 844
Washington, D.C. 20554

The Honorable Susan Ness
Commissioner
Federal Communications Commission
1919 M Street, N.W. -- Room 832
Washington, D.C. 20554

The Honorable Julia Johnson
Commissioner
Florida Public Service Commission
Capital Circle Office Center
2540 Shumard Oak Boulevard
Tallahassee, FL 32399-0850

The Honorable Kenneth McClure
Vice Chairman
Missouri Public Service Commission
301 W. High Street, Suite 530
Jefferson City, MO 65102

The Honorable Sharon L. Nelson
Chairman
Washington Utilities and Transportation

Commission
P.O. Box 47250
Olympia, WA 98504-7250

The Honorable Laska Schoenfelder
Commissioner
South Dakota Public Utilities Commission
500 E. Capital Avenue
Pierre, SD 57501



Martha S. Hogerty
Public Counsel for the State of Missouri
P.o. Box 7800
Harry S. Truman Building, Room 250
Jefferson City, MO 65102

Deborah Dupont
Federal Staff Chair
Federal Communications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036

Paul E. Pederson
State Staff Chair
Missouri Public Service Commission
P.o. Box 360
Truman State Office Building
Jefferson City, MO 65102

Eileen Benner
Idaho Public Utilities Commission
P.o. Box 83720
Boise, ID 83720-0074

Charles Bolle
South Dakota Public Utilities Commission
State Capital, 500 E. Capital Avenue
Pierre, SD 57501-5070

William Howden
Federal Communications Commission
2000 L Street, N.W., Suite 812
Washington, D.C. 20036

Lorraine Kenyon
Alaska Public Utilities Commission
1016 West Sixth Avenue, Suite 400
Anchorage, AK 99501

Debra M. Kriete
Pennsylvania Public Utilities Commission
P.o. Box 3265
Harrisburg, PA 17105-3265

Clara Kuehn
Federal Commmunications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036

2



Mark Long
Florida Public Service Commission
2540 Shumard Oak Boulevard
Gerald Gunter Building
Tallahassee, FL 32399-0850

Samuel Loudenslager
Arkansas Public Service Commission
P.O. Box 400
Little Rock, AR 72203-0400

Sandra Makeeff
Iowa Utilities Board
Lucas State Office Building
Des Moines, IA 50319

Philip F. McClelland
Pennsylvania Office of Consumer Advocate
1425 Strawberry Square
Harrisburg, PA 17120

Michael A. McRae
D.C. Office of the People's Counsel
1133 15th Street, N.W. -- Suite 500
Washington, D.C. 20005

Rafi Mohammed
Federal Communications Commission
2000 L Street, N.W., Suite 812
Washington, D.C. 20036

Terry Monroe
New York Public Service Commission
Three Empire Plaza
Albany, NY 12223

Andrew Mulitz
Federal Communications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036

Mark Nadel
Federal Communications Commission
1919 M Street, N.W. -- Room 542
Washington, D.C. 20554

Gary Oddi
Federal Communications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036
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2000 L Street, N.W., Suite 257
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National Association of Regulatory
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Jonathan Reel
Federal Communications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036

Brian Roberts
California Public Utilities Commission
505 Van Ness Avenue
San Francisco, CA 94102-3298

Gary Seigel
Federal Communications Commission
2000 L Street, N.W., Suite 812
Washington, D.C. 20036

Pamela Szymczak
Federal Communications Commission
2000 L Street, N.W., Suite 257
Washington, D.C. 20036
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Federal Communications Commission
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Washington, D.C. 20036
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Alex Belinfante
Federal Communications Commission
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